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27 May 1988

MEMORANDUM FOR:  Office of Congressional Affairs

FROM: Milliam M. Baker
Director, Public Affairs

SUBJECT: CIA Comments Regarding Richard J. Brenneke
Requested by Senator McConnell

1. CIA has publicly denied that Richard J. Brenneke was a CIA employee.
In February 1987, after an article appeared in THE NEW YORK TIMES
(February 2, 1987, attached), which said that Brenneke provided the TIMES with
evidence that he was employed for 13 years by the CIA, a CIA spokeswoman told
James Long of THE OREGONIAN in Portland, Oregon that CIA had no record that
Brenneke ever worked for the CIA. THE OREGONIAN printed the CIA reply on
12 February 1987, and CIA subsequently provided the same denial to THE NEW
YORK TIMES.

2. CIA policy generally is to neither confirm nor deny employment.
However, THE OREGONIAN noted that Mr. Brenneke had a letter dated
December 1979 signed by the CIA Director of Personnel which purportedly
verified his CIA employment. CIA recognized that the individual who was said
to have signed the letter was not the Director of Personnel at that time, and
in fact had left the Agency years before. A search of records was then
undertaken to determine whether Mr. Brenneke had been employed or associated
in any capact i a few contacts initiated by |
Mr. Brenneke the Agency had no relationship STAT
with Mr. Brenneke. The Agency decided on the basis of what appeared to be a
doctored letter to deny Mr. Brenneke's claimed affiliation.

STAT

William M, Baker
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LEVEL 1V - 1 OF 1 STORY

Copyright ® 1987 The New York Times Company;
The New York Times

February 2, 1987, Honday, Late City Final Edition
SECTION: Section A; Page 1, Column 6; Foreign Desk
LENGTH: 4495 words

HEADLINE: HUGE ILLEGAL DEAL ON ARMS FOR IRAN WAS KNOWN TO U.S.
BYLINE: By STUART DIAMOND with RALPH BLUMENTHAL

BODY:

High Pentagon intelligence officials learned more than a year ago that
private arms dealers were trying illegally to ship 39 American fighter planes
and vast amounts of other weapons to Iran, but the officials did not stop the

sales, according to confidential documents and participants who informed the
6overnment.

The illegal efforts were allowed to continue because the military officials

hoped to gain intelligence information, including data on Iran and access to
advanced Soviet tanks captured from Irag by Iran, the sources said.

The Pentagon confirmed that it was told as early as December 1985 of the
private efforts, which began in 1983. But various arms dealers contended in

interviews that some high Government officials knew of the project by early
1984.

150 People Interviewed

The private efforts continued as the Reagan Adainistration was arranging the

official sales of arms to Iran that are now the subject of inquiries by two
Congressional committees and a federal special prosecutor.

Information about the private effarts -named the Demavand project, for Iran's
highest mountain - was cbtained by The New York Times from more than 4,000 pages
of confidential telexes, contracts, correspondence and other documents and

interviews with 150 Government officials, arms dealers, intelligence sources and
others over the last eight weeks.

No one interviewed was sure that fighter planes were delivered to Iran in the
Demavand project, but Iraql military sources have said that a greater number of
F-4's have been flying for Iran since last fall. The total value of the arms
contracted for in the project was more than st billion.

Wide-Ranging Disclosures
These disclosures emerged from the sources and documents:

* Government officials were aware of wider efforts to ship American aras to
Iran, and far larger amounts of American weapons were involved than have been

previously reported. The Administration has acknowledged bovernment sales of
arms to Iran of $12 million to $42 million.

EXIS NEXIS LEXIS NEXIS
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* Egypt, which has criticized the United States for selling arms to Iran, in
1985 guaranteed money and offered planes to private dealers trying to ship the
F-4's to Iran through Turkey. Egyptian military officials said they did not know

* Major European financial Institutions had extensive contacts with the arms

dealers, providing bank accounts and money and in one case co-signing a sales
contract for the planes.

* One intelligence consultant complained that 48 hours after he gave
confidential information about the Demavand project to the head of Marine Corps

|
|
| counterintelligence in Washington, high Iranian military officials had details
of the private discussion.

Evidence collected by The Times suggests a measure of overlap between the
private and official efforts. The line between what was official and unofficial
became blurred, and arms dealers now assert that they were acting under the
umbrella of official approval.

The investigation by The Times gives further indications that senior military
officials in Washington, including aides at the Joint Chiefs of Staff and Marine
Corps counterintelligence, were aware of 11legal private arms sales to Iran, in

addition to the officially arranged sales that are now known as part of the
Iran-contra arms case.

The Times reported last maonth that two United States Army colonels had been
implicated by Army investigators in 1llegal efforts to sell arms to Iran for

men denied any wrongdoing.

In the complex and often Cloudy world of international arms traffic, it can
be difficult to differentiate among various deals and intrigues. But the
colonels' activities appear to have been separate from the Demavand project.
They also seem to be separate from a $2 billion arms sales effort that was at
the center of a Government sting operation in Manhattan, in which undercover
Customs agents gained 17 indictments in April 1986 by infiltrating what they
have described as an illegal arms deal in progress.

THE DEMAVAND PROJECT: A START IN EARLY 80's

The Demavand project, dating to 1983, started earlier than either the sting
operation or the Administration's secret sales to Iran. The project was
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originally to include sales of Harpoon and Sidewinder missiles, 39 F-4 fighter
planes, S0 M-48 tanks and at least 25 attack helicopters.

Although accounts differ on how many weapons were actually delivered to Iran,
the sources and documents show that contracts were signed, that millions of
dollars in guarantees were deposited in bank accounts by the sellers and the

Iranian buyers and that American military officials were discussing parts of the
transaction as late as last August.

Several arms dealers assertegd that the Demavand operation was eventually

Overtaken by the Administration's official efforts, which were disclosed in
November.

Sources familiar with sales of American arms to Iran said the total
ddeliveries to the Teheran bovernment went far beyond the 2,008 antitank

missiles and parts for 235 Hawk missiles that the Administration has
acknowledged selling to Iran.

\

\

Until the Administration started to sell Iran limited amounts of arms from
American stocks, American arms bound for Iran had to be found in third
countries, which were legally bound by their Pentagon contracts to supply
certificates to the United States about the ultimate destination of the arms
they were selling. Since sales to Iran were barred, sellers had to arrange for
false certification of the ultimate destination or Circusvent this requirement.

But arms dealers say these these legal distinctions were treated as
formalities. They maintain that the total of American arms delivered to Iran
from the Demavand sales, the limited sales the Administration says it authorized
beginning in mid-1985 and other efforts included 12,000 antitank missiles as

well as $150 aillion in military spare parts and 200 highly advanced Phoenix
air-to-air missiles, at more than $1 million each.

AN ELUSIVE BUSINESSMAN AND A C.1.A. OPERATIVE

Among those who provided substantial information about the Demavand operation
was Richard J. Brenneke, who drew wide attention in late November by asserting
that he had told Vice President Bush's office in February 1986 of secret details

about Demavand and other arms sales to Iran and the diversion of Governaent
proceeds to the Nicaraguan rebels, known as contras.

Mr. Brenneke has been publicly identified as an Oregon real estate
executive, but in recent interviews he showed The Times evidence that he was

been a freelance consultant for more than 15 years for such organizations as
Mossad, the Israeli security agency, as well as French intelligence.

Also giving details in interviews was John H. Delaroque, an elusive French

' 'Everybody knew about it,'' he said last week by telephone from southern

France. ''But the U.S. Government never said to us, 'Stop.’ They said, ‘Just
keep the information flowing.' '
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Business executives and arms dealers admitted that they had an interest in
saying their dealings had been Government-sanctioned. Individually, their
assertions might be dismissed as self-serving, but many of the sources

independently provided precise details and documents that coincided on key
points.

Defense lawyers in the $2 billion Customs Government sting operation argued
that their clients thought their activities were sanctioned by the
Administration. The lawyers argued that Customs Service officials, in setting up
the sting operation, were unaware of the new drift in American policy.

The military officials named by participants, when contacted by The Times,
referred queries about the Demavand case to Government spokesmen. The spokesmen
confirmed that certain key meetings were held and documents received, but they

declined to respond in detail, citing the Congressional and grand jury
investigations of the Iran-contra affair,

A SOURCE'S SOURCES: IRANIANS AND SYRIANS

The Times first learned of Pentagon awareness of the Demavand project in
November from Mr. Brenneke, who owns a real estate management firm, 6.P.1.
Management Inc., in Lake Oswego, Ore. Initially it was unclear how a real estate
executive would know such details. In recent interviews, Mr. Brenneke said he
had extensive intelligence connections, Including contacts with Iranians and
Syrians, that gave him access to sensitive arms information.

He provided a letter of reference under a C.I.A. letterhead, dated .June 20,

1979, confirming that he had been employed by the agency for 13 years and
saying, '‘'We found him to be thorough, competent and very trustworthy.':

The letter said in part that Mr. Brenneke, who described his C.1.A. work as
reconnaissance flights in Vietnam and South America and other tasks he could not

discuss, left at his own request and was eligible to be rehired. The C.I.A. said
it does not comment on employees.

Mr. Brenneke acknowledged that he was trying at the time to capitalize on
his work as an intelligence consultant by dealing in arms himself.

Mr. Brenneke's notes referred to involvement in arms sales to Iran by
Israel, by Vice Adm. John M. Poindexter, then the President's national security
adviser, and by others whose roles became public only months later.

His notes, some of which have been filed as court documents by lawyers
defending people in the $2 billion sting operation, contained references to
efforts to trade weapons for hostages. He listed dozens of names and telephone

numbers of intelligence agents, arms dealers, Government officials and accounts
of his conversations with them about arms sales to Iran.
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The Defense Department and intelligence agencies, he said, have been aware
for several years that private dealers, including some Americans, have been

shipping arms to Iran. He said many of the efforts were permitted as a way of
improving relations with Iran.

Mr. Brenneke said he first informed American military officials about the
Demavand project in December 1985, partly out of concern that he might have
information about 1llegal actions. His lawyer, Richard H. Muller, took Nr.

Brenneke's memos to senior military officials in Washington.

said he had been told that he should not tg get involved in the project, but
that his information would be welcomed. Mr. Brenneke said he had also spoken
to J. William Middendorf 2d, a retired Under Secretary of the Navy who is now
the American representative to the European Community in Brussels, and to Ralph

Johnson, then director of the State Department's European bureau, who was an
acquaintance of Mr. Brenneke.

Mr. Middendorf, reached in Brussels, said he did not recall ever talking to
Mr. Brenneke. Mr. Johnson did not return repeated telephone calls.

Mr. Muller said '‘the highest passible levels'' of the military comsand knew

of the project, but he declined to elaborate. Mr. Delarogue, the French
businessman, said the same thing.

In January 1986, Mr. Brenneke saild, a top Iranian Air Force official, Col.
Kiamars Salahshoor, repeated to him the gist of Mr. Brenneke's phone
canversations with Colonel Alvarez. '‘There was a major intelligence leak tg the
| Iranians from Mr. Alvarez's office,'* Mr. Brenneke said.

A PENTAGON SUGGESTION: IRAN TAPPED THE PHONES

On Friday, a military spokesman denied that there had been any leak through
Colonel Alvarez's office and said Mr. Brenneke's call had been made on an

‘ unsecured telephone. He suggested that the line might have been monitored by the
Iranians.

|

\

Colonel Alvarez declined to discuss the matter. A Marine Corps spokesman,

Lieut. Col. John Shotwell, said Colonel Alvarez did not recall any phone
conversatians with Mr. Brenneke.

On May 28, 1984, Mr. Brenneke said, he and two associates whom he brought
along as witnesses met with representatives of the Joint Chiefs of Staff to

discuss the Demavand case for two and a half hours in Room 2B-869 at the
Pentagon.

Mr. Brenneke said the three Pentagon officials were Franklin D. Lomax, Col.
Byron R. Hooten of the Air Force and Maj. C. L. Stewart of the Army, who is now
a8 lieutenant colonel. They were attached to the Joint Special Operations Agency,

a counter-terrorism unit formed in 1984 in response to the failed attempt to
rescue American hostages in Iran in 1980.

Mr. Brenneke said he had requested the meeting because his contacts in Iran
had three Soviet T-80 tanks and other materiel that had been captured from

EXIS NEXIS LEXIS NEXIS
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The Times reported yesterday that Iran had also promised to give Israel a

Soviet-made T-72 tank captured from Iraq as part of an arms deal in early 1985.
The T-80 is more advanced than the 7-72.

Mr. Brenneke said the Iranians were willing to turn the Soviet equipsent
over to the United States tg open diplomatic discussions and to help their
efforts to get American Planes. The return of American hostages held in Lebanon
might also have been part of the deal, he said.

He said the C.I1.A. had been interested in the tanks as early as Dec. 18,
1985, when he was called by an agent from the agency's Los Angeles office. He

Mr. Brenneke said the three Pentagon officers at the May meeting were eager
to get the Soviet equipment and knew about the Demavand project. At the session

he said, one of the aides pulled a file folder labeled ‘'Demavand’'' from the
drawer of a file cabinet in the office.

THE MILITARY'S QUERY: U.S. HOSTAGES' FATE

''They wanted to know whether Demavand was a viable project and how much
further can we go as far as military intelligence goes,’' he said. ''They wanted
intelligence out of Iran on terrorism and on Iran in general. They also wanted

to know if the fate of the hostages could be Influenced, and under what
circumstances. '’

The next day, he said, an Army intelligence official, Lieut. Col. Larry

Caylor, visited his hotel room to discuss the matter further. Mr. Brenneke's
two companions were alsg there. '

Calls to Colonel Caylor were not returned. A Pentagon spokesman said no
Pentagon official would comment on any Iran arms dealings.

Mr. Brenneke said discussions on the matter with American military
officials continued until August 1986, when the officials said they had to stop
the discussions because of an official project, which they did not describe. The
next month the American Government opened a new official channel for arms
shipments to Iran. It followed a trip in May to Teheran by Rabert C. McFarlane,
the former national security adviser, with a planeload of arms that failed to
win the release of the hostages.

Nr. Brenneke said one reason he decided to disclose his information now is
that he was annoyed that Lieut. Col. E. Douglas Menarchik, a military aide in
the Vice President’'s office, said publicly he did not recall any conversations

with Mr. Brenneke. Mr. Brenneke said he had spoken with Colonel Menarchik
three times by telephone.
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Brenneke was there.

The statement said that at the session ''an unsolicited proposal’'’ to supply
Soviet bloc equipment was made that was later referred to other intelligence
officials and then rejected. The statement made no reference to Demavand.

Mr. Brenneke's witnesses, who are involved in an arms manufacturing company
in the South and who declined ta be publicly identified, corrobarated statements
made by Mr. Brenneke, who said he brought the witnesses because ‘'l didn't
want the Government officials to forget the meeting sometime later.''

The three said the session was not a normal contractor's meeting but had been
arranged for specific discussions of Demavand and the Soviet equipment. The
witnesses said they were surprised by the officials' failure to recall Mr.

Brenneke since he conducted virtually all of the discussion with thee.

The Demavand project had its origins in 1980, when Bernard Veillot, a former
French Navy pilat and later an arms dealer, made his first contacts with Iranian
officials while flying insecticides from Belgium to Iran, according to an
unpublished manuscript, ''Fanning the Flames,'' by Kenneth R. Timmerman. The
book by Mr. Timmerman, a Paris-based freelance Journalist, is about arms sales
to Iran and Irag and has been purchased by The New York Times Syndicate.

By 1983 Iran, at war with Iraq, was desperate for American military

equipment, which represented 95 percent of its weapons. Only a few of the 250
F-4's obtained before the Shah was gverthrown in 1979 were still flyable.

Mr. Veillot and Claude Lang, a French arms dealer who associates said had
C.I.A. contacts, set up a Panamanian company, Daloa Finance, that handled arms
sales to Iran, interviews and records show. Mr. Delaroque, who said he was an
associate of Mr. Veillot, asserted that he had high connections in the Iranian
military and Government and with American afficials.

In February 1983, Mr. Lang said he met in Washington with a retired Air Force
general, Swede Svendsen, to discuss the tanks that were to be part of the
Demavand deal. General Svendsen was a consultant to the Washington lobbying
concern of Alcalde, Henderson, 0'Bannaon & Rousselat, which had on its staff many
former high Government and military officials.

General Svendsen, who now runs a military consulting Company in San Antonio,
said in an interview that he was a friend of retired Richard V. Secord, a
retired Air Force major general who has emerged as a major figure in the
Iran-contra arms case, but that the two did not have any business dealings.

He also said he never consummated the tank deal. ''} found out it was an

Iranian thing, and I left,'' he said. He said he met in Washington with Mr. Lang
and in france with Mr. Lang and Mr. veillot in early 1984.

General Svendsen also said he had introduced Mr. Lang and Mr. Veillot to
James Fees, the head aof a Geneva consulting company, Tradeco. Mr. fees, a former
State Department official, said the dealers had wanted F~4 planes from Egypt,

ostensibly faor Paraguay. He said he had become suspicious and had broken off
further contacts.

A MYSTERIOUS OFFICIAL: WHO WAS MR. BOYLE?
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Mr. Delarogue, Mr. Brenneke, Mr. Lang and other sources said key support
for the Demavand project was provided in early 1984 by a Government official
they identified only as ''Mr, Boyle,'' at the National Security Agency, the
top-secret agency that conducts electronic eavesdropping and monitoring of
communications around the world. No first name was pravided, and those
interviewed said Boyle may have been a code name.

Also associated with the Demavangd project was Paul S. Cutter, also known as
Paul Sjeklocha, a former C.I.A. analyst and translator who is serving a prison
sentence in Arizona for trying to smuggle arms to Iran. He is appealing his
sentence on the ground that his activities were Government-sanctioned.

To help get the Demavand project planes, another American, Michael Austin,
joined the deal, documents show. Mr. Austin headed Manhattan concerns called
Austin Aerospace and Universal Aerospace. The Austin Aerospace board of advisers
was composed of several retjred military officers listed on a company letterhead
obtained by Customs intelligence officials, who investigated the company.

The advisers included General Singlaub; Brig. Gen. Heine Aderholt, who is
retired from the Air Force and was commander of the military assistance command
in Thailand, and Col. W. J. Knight, also retired from the Ajr Force, a former

astronaut. The board members said they had no knowledge of any arms dealings
with Iran.

ADVISED NOT TO TALK: 'HE HAS NOTHING TO GAIN'

Mr. Austin did not return a8 dozen phone calls and letters to his Manhattan
office and New Jersey home. He pleaded guilty in January 1986 to trying to
smuggle arms to Iran and counterfeiting, and served what Customs officials
Called a light sentence: 20 weekends in prison. The advisers have not been
linked to the charges. Mr. Austin's lawyer, William Aronwald, a former Federal

prosecutor, said he had advised Mr. Austin ''not to talk,'' adding, ''He has
nothing to gain.':'

Mr. Austin, associates said, had contacts in Egypt, which was said to be
trying to sell F-4's tg get the money to buy more advanced F-15's.

A document dated May 22, 1985, and signed by Col. A. A. Saleh, a high
Egyptian Defense Ministry official, authorized Austin Aerospace to sell F4-E
aircraft, spare parts and associated equipment to an unidentified buyer. A copy
of the document, obtained by The Times, bears the official Egyptian seal. The
Egyptian Defense Ministry said it was authentic,

On June 13, 1985, the Central Bank of Egypt agreed to put up a $5 million
performance bond to guarantee the delivery of the planes, another document
shows. Both Mr. Brenneke and Mr. Cutter contended separately that the money
had actually been guaranteed by the United States.

Egyptian military officials said in an interview that they thought the planes
were going to Turkey or Greece and that the deal fell through. In telexes and
other documents between Mr. Austin and other arms dealers and banks, Iran is
described as the final destination for the planes, after a stop in Turkey.

The documents name as buyers Colonel Salahshoor, a high procurement official
In the Iranian Air Force and Shokrolahe Reyazi, a member of Iran's 21-member
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Supreme Defense Council. Hojatolislam Hashemi Rafsanjani, the Speaker of Iran's

Parliament and a key figure in the secret diplomacy that paved the way for the
Administration's arms sales to Iran, also sits on that council.

THE DEMAVAND PROJECT: FROM THE U.S. TO IRAN

Lieut. Col. George Alvarez: Chief of Marine Corps counterintelligence. Said
to have received information from Mr. Brenneke on illegal arms sales to Iran.

Michael Austin: Headed a Manhattan company called Austin Aerospace with -
retired military officers on its board. Had contacts in Egypt and became
Involved in arms sales. Pleaded guilty to arms trafficking and counterfeiting.

Richard J. Brenneke: Intelligence consultant and C.I.A. eaployee for more

than 13 years. Owns a real estate kanagement compnay, 6.P.I. Management Inc., in
Lake Oswego, Ore.

Lieut. Col. Larry Caylor: An Army intelligence official. Is reported to have

met with Mr. Brenneke to discuss sale of arms to Iran and possible procurement
of advanced Soviet tanks.

Paul S. Cutter: A former C.I.A. analyst and translator. Is serving a prison
sentence in Arizona for trying to smuggle arms to Iran.

John H. Delaroque: French arms dealer. Indicted but not apprehended in a

Federal arms sting operation in New York. Said by other dealers to have detailed
knowledge of many major Iran arms sales. '

Byron R. Hooten: An Air Force officer and Pentagon aide for Joint Chiefs of

Staff. Is said to have met with Mr. Brenneke on May 28, 1984, to discuss arms
deals.

Claude Lang: A French arms dealer who associates said had C.I.A. contacts.
Set up a Panamanian company, Daloa Finance, with Mr. Veillot to trade arms.

Franklin D. Lomax: A Pentagon official. Is said to have accaompanied Colonel
Hooten to May 28, 1986, meeting with Mr. Brenneke on arms deals.

Robert C. McFarlane: Farmer national security ‘adviser. Made a trip to Teheran
in May 1986 with a planeload of arms.

Vice Adm. John M. Poindexter: Former national security adviser. Resigned
after the Governntnt disclosed it had sold arms to Iran.

Shokrolahe Reyazi: A member of Iran's 21-member Supreme Defense Council.
Named by dealers as a buyer of arms for Iran.

Col. A. A. Saleh: A high official in the Egyptian Ministry of Defense. Signed

a document authorizing Austin Aerospace to sell F-4E aircraft, spare parts and
associated equipment,

Col. Kiamars Salahshaor: A top Iranian Air Force official. Signed a contract

to buy 39 F-4 American fighter planes from arms dealers, with aid from financial
institutions in Europe.
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Maj. 6en. Richafd V. Secord: Retired from Air Force. A major figure'in

arranging the secret arms shipments to Iran and military supplies to Nicaraguan
rebels. ‘ ‘

Maj. 6en. John K. Singlaub: Retired from Army. Is said to have helped the
Administration supply weapons to the Nicaraguan rebels. Also a board member of a
Manhattan aras Company whose owner pled guilty of weapons smuggling to Iran.
Says he did not know of any illegal dealings by the company.

Maj. C. L. Stewart: A Pentagon official. Is also said to have attended May
28, 1986, meeting on arms deals with Mr. Brenneke.

Gen. Swede Svendsen: Retired from Air Force. A consultant to the Washington
lobbying company of Alcalde, Henderson, 0'Bannon & Rousselot. Arranged early

reetings of arms dealers who became engaged in sales of weapons to Iran but says
he dropped out of the negotiations early.

Bernard Veillot: A former French Navy pilot and later an arms dealer. Made

contacts with Iranian Air Force officials while flying insecticides from Belgium
to Iran in 1980. :

B6RAPHIC: Photos of Richard J. Brenneke, Paul S. Cutter, Claude Lang, Robert C.
McFarlane, Maj. Gen. Richard v. Secord and Maj. Gen. John K. Singlaub (page A12)

SUBJECT: UNITED STATES INTERNATIONAL RELATIONS; ARMS SALES ABROAD; MILITARY
AIRCRAFT; MILITARY EGUIPMENT; TANKS (MILITARY)

ORGANIZATION: DEFENSE, DEPARTMENT OF NAME: DIAMOND, STUART
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